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he annual hurricane season is part of life on the 
Gulf Coast, and we residents know the drill. We 
carefully monitor the National Hurricane 
Center Web site and listen to our local weather 
forecasters as they track the path, wind speed, and baromet­
ric pressure of each storm, projecting the probability and 
location of land fall.
I am from the school that did not believe in evacuat­
ing. But I knew that time had run out 
for my old ways. Riding out this 
storm was not going to work. My ini­
tial plan was to head north toward Dallas, where I 
expected to encounter less traffic than going west towards 
Houston.
We are a small firm with two partners, no staff, working 
primarily with high net worth individuals and small busi­
nesses. Our office is on the fifth floor of a Class A office 
building. We partners are brother and sister, which can be 
challenging.
Preparing for Katrina
We had a checklist to use in preparing the office for a 
hurricane, which was as follows:
1. Back up all computers.
2. Make two copies of the backup, one copy to be 
kept by each partner.
3. Move all computers away from windows.
4. Disconnect the computers, fax machine, etc. 
Call-forward all phone lines to either a cell 
phone or residence.
5. Clear all desks in the outside offices and store 
loose papers in closed boxes in a room away 
from windows.
6. Move pictures from the outside offices.
7. Photograph the office and furniture for future 
reference.
This plan has worked for the past 30 years. Usually, 
after we closed down operations, we returned in a few days, 
put the office back in order, and resumed operations. When 
we closed down on Saturday, August 27, 2005, we had no 
reason to believe the outcome would be any different. We 
knew Hurricane Katrina was a big storm, but no one 
thought it would devastate the entire Metropolitan New 
Orleans area and put the City of New Orleans under water.
I was to represent the AICPA at the Internal Revenue 
Service (IRS) Nationwide Tax Forum in Chicago and was 
able to move up my departure 
by one day to Sunday, August 
28, 2005. I planned to return 
after the storm and my speaking engagement were over. 
My sister packed up to go to another sister's house near 
Lafayette, west of New Orleans.
My flight was cancelled at noon on Sunday while I was 
on the way to the airport. I then started to drive to my sis­
ter's house to wait out the storm. The drive, normally two 
and a half hours, took nine and a half hours. That long 
drive was just the beginning of our journey. The events 
that unfolded over the next few days and weeks changed 
our lives forever, both personally and professionally.
Dealing with the devastation
We were in shock as we watched the broadcasts of city 
flooding and mass devastation, not knowing for sure 
whether our own residences and businesses were under 
water or destroyed by the storm. It was indescribably dis­
tressing to view such destruction on television, yet not be 
able to confirm, first hand, what is happening to the most 
important things in our own lives.
While waiting out the storm, I started to communi­
cate with clients by email. In the first email, I told clients 
that we were safe, but that we were concerned about their 
welfare, and gave a list of emergency resources (FEMA, 
Red Cross, etc.). The second email included a list of con­
tact numbers for insurance companies and an Excel work­
sheet for listing the personal belongings that clients had 
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I also communicated by email with our local MAP 
Roundtable group, which meets monthly, and shared the same 
emergency response information with them, so they could com­
municate with their clients.
It is interesting that the only emails that went through during 
the first days after the storm were those with AOL, Yahoo, and 
Google addresses. Private domain name email addresses were 
returned as undeliverable.
In addition, I contacted our insurance companies, obtained 
claim numbers and contact numbers, and sorted out monthly bills 
that had to be paid, such as health insurance and other recurring 
items. I also participated in a conference call with the AICPA Tax 
Division office and the IRS concerning relief for the affected area.
It was necessary to visit the local branch of our bank to 
obtain checks and a printout of the activity in the account 
because online access to our bank account was unavailable. As I 
write this, five weeks after the hurricane, online access still has 
not been fully restored.
When the city dried out, we returned to inspect our homes 
and office. The building where we have our office had lost a large 
number of windows and there was damage to its façade, but, for­
tunately, none of our windows had blown out. Nevertheless, we 
could not enter the building for another ten days, three weeks 
after the storm. Of the three family residences, two were dry and 
the other sustained substantial damage. Only one was habitable. 
The destruction of an entire neighborhood is very sobering. The 
sight and smell of decaying debris, food, and other toxins left 
behind after the flooding creates disturbing and lasting memories.
Struggling to start again
The process of starting over was not as simple as returning, 
walking into our offices and homes, and picking up where we 
left off. It would take another two weeks to retrieve some com­
puters in our office building. Our visit was limited to 30 min­
utes, not much time when you've been away for a month. 
While waiting to gain access to the office, we kept busy, clean­
ing up storm debris and trying to salvage personal articles that 
were damaged by the flood.
A challenge to the business model
Local businesses established temporary offices in Baton Rouge, 
Lafayette, Houston, and other cities and relocated staff in an 
attempt to continue operations. The available space in these areas, 
for both offices and housing, was immediately taken.
The second hurricane, Hurricane Rita, challenged this busi­
ness model as it threatened Houston and southwest Louisiana, 
where many of the offices and staff were relocated. The influx of 
businesses and people has seriously challenged the infrastructures 
of these communities. The long-range effects of this disaster and 
the mass migration it has caused have yet to be seen.
Now we are sorting out after-hurricane details such as filing 
insurance claims, setting up a temporary office, and working with 
our clients to get reestablished. We are finding that a number of 
insurance companies don't understand why we are contacting 
them; they behave as if nothing has happened. Our business pol­
icy provides for payment until, but not unless, we are fully opera­
tional. No one, however, can define the term fully operational.
No one anticipated the emotional toll on our clients and their 
families. For example, everyday tasks become major undertakings. 
It can take one hour of waiting on a long line to pick up mail, 
another hour and more long lines to do banking, and yet another 
hour on long lines to shop for groceries. After that, there is not 
much time left to do what little work there is.
Clients do not have staff to reopen their businesses. Our client 
base included one professional firm with a gross income of seven 
figures in 2004. None of the firm's staff returned. Restaurant 
clients have no staff to reopen. Others are emotionally devastated 
by the loss of their homes and the effect of this disaster on their 
children. All comfort zones are gone.
I hope and anticipate we will become very busy with assist­
ing clients in completing insurance claims and other financing 
as time passes. Still, I do not know what the busy season will be 
like next year.
Some lessons learned
Here are things to be learned by this experience:
• This can happen to anyone. I read an article about a hurricane in 
1937 that left New York City without power from 59th Street 
to the Bronx. That storm also swept through New England, 
causing many deaths and much loss of property. There are 
ominous projections about what would happen today if a 
Category 4 storm hit the Northeast. Yet, there are any number 
of natural disasters—flood, fire, earthquake, or tornado-that 
can affect your firm, your home, and your clients. No one is 
immune to the effects of nature and the possibility of devasta­
tion and mass destruction.
• Your people are your most important asset. This includes staff and 
clients. Just placing staff in another office in a temporary loca­
tion may not be sufficient. People who have lost their homes 
and all their worldly possessions are coping with an over­
whelming burden. They have been uprooted from every aspect 
of their everyday lives—their routines, surroundings, comforts, 
and conveniences. They have even been robbed of the belong­
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ings, such as pictures and mementos, that hold their memo­
ries. Your clients and their employees are facing the same 
traumatizing circumstances.
• The temporary location may not be secure. As Hurricane Rita 
threatened Baton Rouge, Lafayette, and Houston, we learned 
that the time and effort to relocate can be in vain. The emo­
tional toll on personnel of relocating and then having to leave 
again proved to be more than firms and companies ever 
anticipated. I am sure you remember the television footage of 
the highways outside Houston as people fled in anticipation 
of Hurricane Rita.
• Being able to communicate with clients and staff is crucial. I 
watched as local firms and businesses of all sizes tried to 
locate personnel. Some are still running advertisements and 
postings on their Web sites to locate missing workers. The 
same information you fill in when you go into a doctor's 
office and hospital, such as emergency numbers and next of 
kin, must be maintained by firms for both staff and clients. 
Cell phones and PDAs proved somewhat helpful in 
Louisiana, but were not consistently reliable. Consider equip­
ping certain key personnel with satellite phones for emer­
gency communications. Email addresses with Hotmail, 
Google, Yahoo, and other public domains should be required 
for all employees in case of disaster.
• Preparing for accessible banking is also crucial. Five weeks after 
the storm, regional and local banks are still experiencing 
problems in servicing customers. Continuous 24-hour online 
access to some bank accounts remains unavailable. We all 
want to keep our money in the community and do business 
with our neighbors. The bank's data may be secure and your 
money protected, but can they meet your needs in an emer­
gency? No one has examined the effect on the Federal 
Reserve System of having the large regional Louisiana and 
Mississippi banks closed after the storm. Can you access the 
funds you need when you are relocated as a consequence of a 
disaster or emergency? The same questions can be asked 
about brokerage accounts.
• We will become a more mobile workforce. I anticipate desktop 
computers will be replaced by laptops, and firms will use 
external hard drives that can be taken away by partners and 
managers in order to have the redundancy necessary to oper­
ate in any location after a disaster. Web-based systems may 
become the norm because they allow access anytime any­
where in the world. This would mean that wherever you are, 
you can set up shop with a trip to the local office supply store 
to buy a printer. The redundancy of backup systems will have 
to be evaluated.
• Plan on scanning all incoming mail. We plan to start scanning 
our mail when we return to our office. We purchased a large 
scanner/copier/fax, which we are using to make our tax prac­
tice paperless. I can envision expanding the use of this equip­
ment. In the days after the storm, I spent considerable time 
accumulating information and contacting our suppliers to 
pay bills for necessities such as insurance and cell phones. In 
the future, we will want to have this information wherever 
we are.
• Don't underestimate the emotional toll of a disaster. The emotional 
toll on everyone involved in this disaster is still unclear. The 
strain on families, including those of staff and clients, is sig­
nificant and the long-term effects will be manifested in the 
coming years. Children, displaced during their formative 
years and separated from friends and schools, may not experi­
ence all the effects of what they have endured until they 
become adults. Cramped living conditions deprive people of 
privacy and comfort zones, which can be very stressful. The 
rituals and traditions of family life are in jeopardy.
• Businesses will have to consider cross-training personnel. This is 
practical for larger multi office firms because responsibilities 
can be rotated; someone is always available to step in and 
take over if an office is out of service. But during and after 
Katrina, the business plan for relocating to other locales foiled 
because the second storm undid the effort and expense of 
the relocation.
• The need for housing after the disaster is 
crucial. There is not enough housing 
for personnel, insurance adjusters, 
construction workers, etc. Business 
models may have to consider the 
necessity of having on-site housing 
for emergencies. This is especially 
true for the lodging industry. The 
destruction is so vast that the 
process of rebuilding the infrastruc­
ture will not be able to meet 
demand for the next few years. For instance, families may be 
living in newly rebuilt houses with no millwork for a long 
period. The lumber industry will not be able to produce what 
will be needed fast enough for repairs and construction. 
Managers will have to act immediately to obtain housing if a 
disaster strikes. We are now seeing grocery stores putting 
trailers in their parking lots to house employees. Hotels are 
allocating a percentage of their rooms to employees so they 
can remain operational.
I hope no one has to go through a disaster of this magnitude 
again. I pray to see light at the end of the tunnel, a return to our 
normal lives in the near future, and the full recovery of friends, 
families, and clients.
The disruption we suffered as a consequence of Hurricane 
Katrina is small compared to that of some fellow CPAs who lost 
both their homes and offices and had no chance of recovering 
business records or the personal belongings that hold their 
memories. Please keep them in your prayers.
I hope to update you after the busy season on how this disas­
ter affected our practice and lives.
Gerard H. Screiber, Jr., CPA is based in Metairie, Louisiana. He 
can be reached at 504-832-1819.
Letters to the Editor
The Practicing CPA encourages readers 
to write letters on practice management 
and on published articles. Please remem­
ber to include your name and telephone 
and fax numbers. Send your letters by 
e-mail to pcpa@aicpa.org.




Plan Before a Crisis Takes Place 
publicly held client, Carolina Investors, shut its doors to thou­
sands of people who had purchased investment notes and deben­
ture certificates. A large number of people, and, in many cases, 
average citizens, lost their entire life savings. As auditor, Elliott 
Davis had issued a "going-concern opinion" about the state of the 
company up to a year before the company switched auditing firms 
and eventually shut its doors. When a private investigator, hired 
by an attorney representing a class action suit against the former 
client, issued a 100-page report stating that Elliott Davis may 
have been negligent, the media jumped on the story.
Your firm is facing a crisis that has 
attracted public attention which 
means that you are facing scrutiny
from the outside exactly when you least want it. 
In my experience, most accounting firms lack a crisis commu­
nications plan and are left surprised and unprepared to respond 
to a crisis.
New rules of reclamation
In a short survey conducted by the Association for Accounting 
Marketing in January 2005, firms were asked whether they had a 
crisis communications plans in place. Of a total of 98 firms that 
responded, 78, or 80%, reported having no plan in place. This is a 
surprising result, given the well-known reality that years of com­
munity outreach and effort to build a solid reputation can be 
undone faster than you can say "Enron."
The Ammerman Experience, a crisis communications consult­
ing firm based in Houston, TX, has been working with large and 
small organizations for more than 30 years to better prepare them 
for crisis management. Many of their clients are required by the 
Occupational Safety and Health Act (OSHA) or other entities to 
have a plan in place and to perform drills. It is a routine part of 
their everyday business.
"Our experience has shown, however, that professional services 
organizations like accounting firms often do not have a plan in 
place," says Terri Ammerman, President and COO. "Yet, these 
companies have much to gain by creating a crisis team and prac­
ticing working together. We find that most companies truly want 
to do the right thing for their staff and clients when a crisis hap­
pens. Nevertheless, they fail to realize that crisis planning is a lot 
like CPR training; they must prepare in advance and be trained in 
advance to respond appropriately."
Gaining public attention is scary, and in some cases unwar­
ranted, yet it happens all the time. How well a firm handles a cri­
sis is as important to the public evaluation of that firm as what 
brought the crisis on in the first place. In a number of instances, 
firms emerge stronger than they were before because their true 
character emerges when they are under fire.
"You have to understand how the world at large is going to 
think of you," says Sam Patrick, President of Patrick Marketing & 
Communications, Greer, SC, "even though that train of thought 
runs against every instinct."
No one knows that better than Patrick, former Director of 
Marketing for Elliott Davis LLC, based in Greenville, SC. In 
2004, the firm was deeply embroiled in a crisis when a former,
It was big news locally and even garnered a 
write up in Fortune and USA Today. “It was so 
ironic,” says Patrick. “Ordinarily, you'd give your 
eye teeth to have USA Today interview you, but we were trying to 
avoid seeing our name in the press.”
Planning to travel the high road
“We took the high road all the way through this,” says Patrick. 
“The SEC found absolutely no wrongdoing by Elliott Davis.”
It's vitally important that those in the public eye pay attention 
to crisis planning before a crisis takes place. Managing partners 
and top management of accounting firms need to be versed in 
crisis communications, know how to respond, and how to be 
proactive by the time a crisis hits. Here are some tips for commu­
nicating in a crisis:
• Avoid the temptation to say, “No comment. ” The natural instinct of 
many accountants is to steer away from drawing attention to 
themselves. All this does is confirm to your clients, centers of 
influence, and those who don't know you that you are hiding 
the truth.
“We were slow in reacting,” says Patrick. “But as the storm clouds 
gathered, and as the headlines went from no wrongdoing to ques­
tioning Elliott Davis, we decided we needed to do something.” A 
public company whose audit engagement Elliott Davis had won, 
fired the firm during all of the publicity. When Elliott Davis 
came to the realization that they could lose clients because of the 
situation, they became proactive and hired a crisis communica­
tions consultant to help them.
• Create a crisis team. This group should be made up of only 
essential decision makers. It must be large enough to get the 
job done but small enough to be manageable. Hire a crisis 
communications consultant if your marketing director or 
management team does not possess the expertise necessary to 
handle crisis public relations.
In Elliott Davis' case, the crisis team included the managing part­
ner; the former audit department head; the former managing 
partner, who was still at the firm; the chief financial officer; legal 
counsel; Patrick; and a crisis communications consultant. “I knew 
enough to know that I had to seek out a professional consultant,” 
says Patrick. “I wasn't too proud to realize that we had to have 
people smarter than me steering it.”
continued on next page
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THIS MIGHT BE FRAUD...
Failure to identify fraud during the 
course of an engagement is a major cause 
of malpractice allegations against CPAs. 
No matter what the scope of an engage­
ment (audit, review, compilation, book­
keeping, or tax return preparation ser­
vices), clients often hold CPAs responsi­
ble for the loss of money or other assets 
to theft or defalcation perpetrated by an 
officer or employee. Even if the wrongdo­
er is still around after the discovery of the 
loss, in most situations, the funds taken 
will no longer be available, and recovery 
from the wrongdoer will be unlikely.
FINDING FRAUD
Depending on the nature of an engage­
ment, professional standards may address 
your responsibility to detect fraud as a 
CPA. Professional standards, however, 
cannot be viewed as an impenetrable 
shield of protection. Oftentimes, as a 
CPA, you are the first to identify informa­
tion that ultimately confirms that client 
assets have been stolen. When this occurs, 
it can be challenging to decide how to 
proceed and determine what the implica­
tions of the discovery may be to the cur­
rent and prior engagements.
Detailed guidance addressing how to 
proceed in an audit engagement is includ­
ed in AICPA Professional Standards, AU 
Section 316 — Consideration of Fraud in 
a Financial Statement Audit. When poten­
tial fraud is identified in an audit engage­
ment, you need to:
* Evaluate available information and 
its completeness.
WHAT DO I DO NOW?
• Communicate initial findings about 
a possible defalcation to the client's 
management, audit committee (or 
others with equivalent authority and 
responsibility), and other applicable 
parties. If the full extent of the pos­
sible defalcation has not been deter­
mined, management and the audit 
committee will have to fully inves­
tigate the matter and present their 
findings and conclusions to you. 
Management and the committee 
may request you to assist in this 
investigation.
• Determine the significance of the 
defalcation to the financial state­
ments. If the full extent of the defal­
cation can be reasonably determined, 
you may be able to complete the 
engagement and issue a report. 
However, if the full extent of the 
defalcation cannot be assessed and 
the amounts involved are potentially 
material, you may have to withdraw 
from the engagement without issuing 
a report. If the defalcation is deter­
mined to have also existed in prior 
periods, management must assess its 
impact on previously published 
financial statements. This may result 
in management withdrawing the 
financial statements for one or more 
prior periods and you withdrawing 
your reports on those statements.
Guidance applicable to review and com­
pilation engagements is included in the 
Statements on Standards for Accounting 
and Review Services (see AICPA 
Professional Standards, AR Section 
100.05). However, the professional litera­
ture does not address how to proceed 
when potential fraud is identified during 
the course of what is generally termed 
bookkeeping or write-up work or when 
preparing tax returns. Some practitioners 
are concerned that in these circumstances, 
if they report any information or findings 
unrelated to the immediate scope of their 
work, they may be viewed as extending 
their responsibilities and thereby increas­
ing their potential liability.
With this in mind, some practitioners 
may feel that the discovery of fraud dur­
ing a bookkeeping engagement that 
entails the preparation of a client's general 
ledger need not be reported to the client. 
Nevertheless, in this situation, important 
questions must be answered. What would 
the client think? How would the client 
react, if upon learning of the defalcation, 
he or she also determined that you knew 
of the potential fraud but chose not to 
communicate the information? Further, 
suppose that you do not communicate the 
information to the client and the defalca­
tion continues for another six months 
before the client discovers it. Would you 
not expect that the client would seek to 
hold you responsible for the additional 
loss during the six-month period?





continued from page rmr 1
LIMITING LIABILITY
From a risk management perspective, 
reporting all information about potential 
fraud or suspicious transactions during 
any engagement is clearly in the best 
interest of all parties involved. A jury 
may or may not understand the technical­
ities of a CPA's fraud detection responsi­
bilities under professional standards, but 
they would very likely hold you responsi­
ble for not telling a client information in 
your possession about a potential or actu­
al defalcation at the client company.
So what should you do to limit your 
risk of being held liable for client 
losses sustained as a result of officer or 
employee fraud? Consider the following 
suggestions:
For all engagements, require that 
clients sign an engagement letter 
that defines your responsibility (if 
any) for detecting fraud.
* Train all engagement personnel on 
their responsibilities for detecting 
fraud under applicable professional 
standards.
* Include complete documentation of 
work performed in your work 
papers in response to fraud detec­
tion professional standards.
* Communicate to the client find- 
ings/observations regarding poten­
tial fraud, suspicious transactions, 
and internal control deficiencies 
that come to your attention.
Follow up with a written communi­
cation to the client confirming your 
oral discussions.
* Maintain a skeptical attitude at all 
times. Do not rely solely on client 
representations regarding transac- 
tions/matters that appear suspicious 
or out of the ordinary. Obtain inde­
pendent verification, and report 
concerns to management and the 
audit committee.
If, in the end, your client does not con­
sider your observations regarding internal 
control deficiencies seriously or fails to 
implement compensating controls, con­
sider evaluating the risks of continuing to 
provide service. Clients who do not pro­
vide an appropriate level of management 
governance over their own business oper­
ations are high-risk clients, and their inat­
tention to detail and lack of internal quali­
ty controls significantly increases your 
exposure, especially in performing attest 
services. Seriously consider terminating 
clients that pose such a risk.
SEPTEMBER 2005
By John McFadden, CPA, CFE, Risk 
Control Consulting Director, CNA, 
Accountants Professional Liability, CNA 
Center, Chicago, IL 60685.
This article is accurate to the best of the 
author's knowledge as of the date of the arti­
cle. Risk management is your responsibility. 
While this article provides some general 
information, it should not be viewed as a 
substitute for the guidance and recommen­
dations of a retained professional. In addi­
tion, CNA does not endorse any coverages, 
systems, processes or protocols addressed 
herein unless they are produced or created 
by CNA.
CNA is a service mark registered with the 
U. S. Patent and Trademark Office.
Copyright © 2005, Continental Casualty 
Company. All rights reserved.
Executive Summary
• Know your responsibilities for 
detecting and reporting poten- 
tial/actual fraud under applica­
ble professional standards. 
Document all work performed 
and conclusions reached in your 
work papers.
• From a risk management per­
spective, all potential/actual 
fraud that comes to your atten­
tion during engagements should 
be reported to clients without 
regard to the nature or scope of 
the service rendered.
• For all engagements, require 
that clients sign an engagement 
letter that defines your responsi­
bility (if any) for detecting 
fraud.
Additional Resources
• AICPA Antifraud & Corporate 
ResponsibilityResource Center, 
http:/www.aicpa.org/antifraud
• Fraud Detection in a Financial 
Statement Audit, AICPA, 2004, 
http://www.cpa2biz.com
• Association of Certified Fraud 
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REDUCING SERVICE LEVELS MAY NOT REDUCE RISK
At some point in time, most small busi­
nesses will be faced with the need to pro­
vide operating information and financial 
statements to various third parties, such as 
lenders, potential investors, surety compa­
nies, or suppliers. In many cases, third 
parties will specify that financial state­
ments be audited, reviewed, or, in some 
cases, compiled by an independent CPA. 
As business owners focus on developing 
and growing their companies, they are 
compelled to comply with all third-party 
requests that will contribute to their suc­
cess. However, if requests appear overly 
burdensome or expensive, owners may 
seek alternatives to meet third-party 
requirements. Consider, for example, the 
following scenario:
A small business owner talks to his 
banker about renewing an existing line- 
of-credit for his young company. The 
owner informs the banker that the cost of 
an annual audit is a serious burden and 
inquires about the necessity of providing 
audited financial statements. After much 
discussion, the banker agrees to accept a 
review of the statements instead of 
an audit.
The owner of the company tells his CPA 
that the $20,000 he paid for his last annu­
al audit is more than he can continue to 
pay. He goes on to tell the CPA that his 
bank is now willing to accept a review in 
place of an annual audit and requests a 
fee quote for the review service. The CPA 
tells the client that a review of the state­
ments would cost about $11,000. The 
client tells the CPA that he would like a 
review for the upcoming year-end.
The business owner's primary objective 
is to meet the bank's requirements, but at 
a price he can afford. He isn't interested 
in what the audit will entail or what bene­
fits it will provide for his company; he 
merely wants to meet business obligations 
while cutting costs. Clearly, the owner 
isn't concerned about the differences 
between the two levels of service — audit 
versus review. And sensing this, the CPA 
firm merely quotes the lower review fee 
over the phone. After learning that the 
client agrees with the review fee, the firm 
has the owner sign a standard review 
engagement letter and proceeds with 
the work.
A SHIFT IN SERVICE
Based on data accumulated by the 
AICPA Professional Liability Insurance 
Program for 2000-2004, the provision of 
review services has increased among 
regional CPA firms while decreasing 
among sole practitioners and small local 
and medium-size firms. For sole practi­
tioners and small local and medium-size 
firms, compilation services have 
increased. Although the reason for these 
service shifts remains largely unclear, it 
appears that cost savings may be a major 
driver. Today, many private companies are 
shifting from financial statement audits to 
reviews, and in some instances, from 
reviews to compilations.
Beyond the change in fee revenues, 
what are the risk management implica­
tions of these service changes for CPAs 
and their clients? Clients making these 
decisions based on price may not be suffi­
ciently informed about the differences in 
the scope of work performed for each 
level of service. The result may be that a 
client inappropriately believes that audit 
procedures will continue to be performed 
in a financial statement review or that a 
CPA performing a compilation service 
will provide assurance that the financial 
statements are correct. These misunder­
standings are the basis of "expectation 
gap syndrome," which can lead to inap­
propriate presumptions about the CPA's 
responsibility to detect financial statement 
errors, fraud, and theft.
CLOSING THE EXPECTATION GAP
To allow small business owners and 
managers to understand the key technical 
aspects, differences, and limitations of 
audit, review, and compilation services, 
CPAs should consider educating clients 
and explaining services in detail. This will 
assist owners and managers in making 
informed decisions that consider both the 
cost and the scope of services provided as 
part of a financial statement reporting 
engagement.
An engagement letter signed by the 
client before work begins is an important 
communication method and risk manage­
ment tool. The engagement letter should 
confirm what the CPA and client have 
already discussed and agreed to. The key 
to effective communication about an 
engagement is a face-to-face conversation 
about client needs and the alternatives 
available to meet those needs. In dia­
logue about a financial statement report­
ing engagement, topics covered should 
include, for example:
• A description of the objectives 
and scope of each level of service.
Before an engagement is agreed to, 
CPAs should consider conducting a client 
meeting to outline the terms of the work 
to be performed and clearly describe the 
differences between an audit, review, and 
compilation engagement. For an audit, 
this description should indicate that the 
CPA will audit the client's financial state­
ments in accordance with Generally 
Accepted Auditing Standards (GAAS) in 
order to express an opinion on whether 
the statements present fairly, in all materi­
al respects, the financial position, results 
of operations, and cash flows in accor­
dance with accounting principles general­
ly accepted in the United States. The 
scope discussion should describe the work 
performed by the auditor in obtaining an 
understanding of the client's internal con­
trols for the purpose of planning the audit.
For a review, the discussion should 
cover what it means to review the finan­
cial statements in accordance with the 
Statements on Standards for Accounting 
and Review Services (SSARS) issued by 
the AICPA. In particular, the CPA should 
explain the difference between the testing 
of inventory and accounts receivable per­
formed in an audit and the analytical pro­
cedures performed in a review that permit 
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the CPA to report whether he/she is aware 
of any material modifications that should 
be made to the statements in order for 
them to be in conformity with Generally 
Accepted Accounting Principles (GAAP).
For a compilation, the CPA should con­
sider explaining that no assurance would 
be provided as part of the engagement. 
The CPA should clearly explain that this 
means that the client's data will be 
compiled as financial statements and that 
if the data supplied by the client is inaccu­
rate, the financial statements will likewise 
be inaccurate.
• A description of engagement 
limitations.
The CPA should consider explaining that 
an audit contemplates a CPA obtaining 
reasonable assurance about whether the 
financial statements are free of material 
misstatements—whether caused by error 
or fraud. In an audit engagement, the 
CPA has no responsibility to detect mis­
statements—whether caused by error or 
fraud—that are not material to the finan­
cial statements. The discussion of review 
and compilation services could include 
explanation that in these engagements, 
the CPA provides no assurance that sig­
nificant matters will be identified, as in 
an audit engagement.
Effective communication promotes 
client understanding of available CPA ser­
vices and the specific services the client 
requests. This can help prevent client 
expectation gap problems which can lead 
to malpractice claims when a client later 
discovers a financial statement error, 
fraud, or theft that would not ordinarily be 
detected given the scope of the services 
rendered.
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By John McFadden, CPA, CFE, Risk 
Control Consulting Director, CNA, 
Accountants Professional Liability, CNA 
Center, Chicago, IL 60685.
This article is accurate to the best of the 
author's knowledge as of the date of the arti­
cle. Risk management is your responsibility. 
While this article provides some general 
information, it should not be viewed as a 
substitute for the guidance and recommen­
dations of a retained professional. In addi­
tion, CNA does not endorse any coverages, 
systems, processes or protocols addressed 
herein unless they are produced or created 
by CNA.
CNA is a service mark registered with the 
U. S. Patent and Trademark Office.
Copyright © 2005, Continental Casualty 
Company. All rights reserved.
Other Resources
AICPA Statements on Standards for
Accounting and Review Services, AICPA 
Professional Standards, AR Section 
100.04.
Advanced Update for Compilation and 
Review Engagements, a CPE self-study 
course by H. Parker and K. Burke and 
available at www.cpa2biz.com.
Executive Summary
• Many small businesses are 
required to provide audited or 
reviewed financial information 
to lenders, vendors, and other 
third parties. In attempts to 
reduce costs, businesses are 
often able to negotiate with 
these third parties to reduce the 
level of independent financial 
statement assurance required.
• When clients reduce the level of 
service they need, CPAs should 
educate clients about the differ­
ences between an audit, review, 
and compilation of financial 
statements to preclude any mis­
understanding on the clients' 
part about the objectives, scope, 
and limitations of these different 
service levels. This effort will 
reduce exposure to potential 
“expectation gap” issues on the 
part of clients. Communicating 
these differences is best done in 
face-to-face meetings.
• Engagement letters that clearly 
define the objectives, scope, and 
limitations of an engagement are 
recommended in all cases to 
document a mutual understand­
ing of the work to be performed.
BALANCING MALPRACTICE RISK
Earn CPE and reduce your professional liability exposure without ever leaving the office!
The AICPA Professional Liability Insurance Program presents:
Balancing Malpractice Risk, interactive risk management training for CPAs, consultants and 
staff personnel on CD-ROM. Upon successful completion of the CD-ROM, you will be able to:
● Manage your professional liability exposure
* Earn up to 7.5% premium credit on your AICPA Professional Liability Insurance Policy
* Earn CPE credits
Purchase for $80 online at: www.cpai.com/cdrmr For more information call 1 -800-221 -3023
The Professional and Personal Liability Insurance Programs Committee objective is to assure the availability of liability insurance at reasonable 
rates for local firms and to assist them in controlling risk through education. For information about the AICPA Program, call the national admin­
istrator, Aon Insurance Services, at (800) 221-3023, write Aon at Aon Insurance Services, 159 East County Line Road, Hatboro, PA 19040-1218, 
or visit the AICPA Insurance Programs website at www.cpai.com.
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• Don’t let others deliver the news for you. Even if there is bad news, 
make sure your clients and centers of influence hear it from 
you. Disseminate it quickly and all at once. Make sure anyone 
answering the phones is instructed to forward all inquiries to 
the appropriate people.
Elliott Davis created a Web site entitled ED Speaks (See side- 
bar. The site included the “Open Letter” on page 6) that was 
exclusively dedicated to presenting the firm's side of the story. 
“People gravitated to the Web site because we continually 
pointed people to it,” says Patrick.
The firm pushed information out to the media and clients and 
began a series of client updates. "We were being butchered in the 
press unfairly," says Patrick. "The hardest part, but I think the 
most positive, was that we went to the primary media outlets in 
the market and requested editorial meetings with each."
The firm took hundreds of pages of documents and distilled 
them to between 40 and 50 key points but also gave them full 
documentation that the allegations of negligence were false. As a 
result, the pendulum began to swing in the firm's favor.
• Appoint a spokesperson. The number of people speaking during a 
crisis should be limited to avoid conflicting statements. Make 
sure the spokesperson is a member of the crisis team and is 
well versed in the situation on an ongoing basis.
Elliott Davis wanted a single spokesperson so that their story was 
always consistent. Therefore, the managing partner went through 
very intense media training during a short period of time. The 
crisis team prepared him for live, in-your-face interviewing by 
developing talking points, rehearsing, and videotaping his deliv­
ery. "We had clear talking points and ground rules for every inter­
view," says Patrick. "We wanted people hearing and seeing our 
managing partner, not me or our attorneys, as much as possible."
• Develop a crisis communications plan. Don't create complicated 
processes that the whole firm is expected to follow during a 
crisis. Make the processes consistent with the day-to-day oper­
ations of the firm. Build the process around having a seasoned 
communications person involved throughout the process and 
make sure that person has a backup.
“As society becomes more litigious, anyone is vulnerable,” says 
Shawn McGregor, Marketing Director at Jackson, Mississippi­
based Horne LLP, which developed a crisis communications plan 
in the wake of the Enron scandal.“As we do more consulting 
involving litigation support or fraud investigations, that vulnera­
bility grows."
"What happened to Anderson made it pretty real to us," says 
McGregor. "It triggered our decision to develop a plan." At that 
time, the media actually called Horne, asking for an explanation 
of generally accepted accounting procedures, which illustrated, 
according to McGregor, "It is easy to get dragged in even when it
Home An Open Letter Setting the Record Straight Other Voices FAQs Speak Out
Elliott Davis Speaks
This site is presented by the 250 shareholders and associates 
of Elliott Davis LLC who, since 1925, have helped businesses 
succeed and families prosper by offering a comprehensive 
array of tax, audit, accounting, consulting and wealth 
management services.
Those allegations are wrong. Read on for the facts.
Today, as the story of Carolina Investors, Inc. and 
HomeGold Financial. Inc. unfolds, we find ourselves 
targeted by misleading and inaccurate allegations which 
unfairly question our integrity and professional capabilities.
is not your crisis."
In looking for a crisis communications specialist to assist Home 
in writing a plan, McGregor says they looked for someone who 
really understood their region of the country; already had media 
connections established in that area; had crisis communications 
planning experience, although not necessarily in the accounting 
industry; and had a national presence. "We really looked for some­
one who was interested in our success," says McGregor.
It took Horne about three months to complete its plan. The 
executive partner is the spokesperson, and knows and understands 
the plan very well. The details of the plan have also been shared 
with the board-level executives. All partners at the firm's eleven 
offices have been made aware of the plan and the protocol.
The communications firm has completed training three peo­
ple at the firm in addition to light training for McGregor and the 
firm's administrative personnel who handle incoming calls. "It's 
important for your front desk people to be involved to a certain 
extent," says McGregor. "A media person is not necessarily going 
to know the spokesperson's direct dial number. It can throw a 
kink in the whole plan if the administrative person is not aware of 
protocol," he says.
Lessons learned under fire
Although Elliott Davis had no crisis communications plan in place, 
Patrick says the firm benefited from the media training that was 
developed during the crisis. "Afterwards, I would say that we were 
definitely more proactive from a communications standpoint."
"Even a firm with a fabulous reputation can be damaged dur­
ing a crisis," says Patrick. "Look at Jack in the Box, Tylenol, or 
Andersen. There are plenty of good and bad examples. Be upfront, 
proactive, honest, and seek out professional advice," he says.
Lisa A. Rozycki is the founder and Principal of LR Marketing 
Group, a marketing consulting practice specializing in growing revenue 
of professional service firms through market analysis, planning and 
implementation, public relations, lead generation, and business 
development. Lisa has over 20 years of marketing experience and 
has spent the last 8 years as a marketing director in the public 
accounting industry. She can be reached at 1-610-582-0097
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he future has never been 
brighter for PCPS. The 
AICPA's alliance for firms 
has a new online Firm 
Practice Center and an entire new line of 
products focused on succession planning, 
among other initiatives. A wealth 
of management resources is available 
to members at the Web site 
(www.aicpa.org/pcps), including free tax 
materials, benchmarking data, and a vari­
ety of tools and checklists. As we say 
about the site, PCPS is wired for success - 
your success.
Firms Help Hurricane 
Victims
F
irms across the country — 
from sole practitioners to 
large firms — have given to 
the victims of Hurricanes 
Katrina and Rita in a number of 
ways. To date, about 400 firms have 
volunteered to provide affected CPAs 
and firms with resources, such as 
office space and office supplies, along 
with accommodations for these firms' 
staff and clients.
If your practice was affected by 
the Gulf Coast hurricanes, go to 
pcps.aicpa.org/Community/Firm+V 
olunteer+Center.htm to access the 
Firm Volunteer Center. Select the 
resource you need and you will see a 
list of volunteer firms from across the 
country. By clicking “View” along­
side the practice's contact details, you 
will have access to more information 
on the volunteer firm, as well as on all 
the assistance it's offering to help you 
get back on your feet.
If you are interested in volunteer­
ing, please use the same link to post 
your information. Need to update 
your information at the Firm 
Volunteer Center? Send an e-mail to 
us at pcps@aicpa.org.
In mid-September, the AICPA 
launched the Web site www.askthe 
moneydoctor.com for members of 
the general public affected by the 
hurricanes. People can ask on the site 
specific questions about how to man­
age finances after the property dam­
age and employment interruptions 
caused by the hurricanes. If you hold 
the PFS credential and would like to 
volunteer time to respond to disaster 
recovery questions, please send an 
e-mail with your contact information 
to pfs@aicpa.org.
MAP Top 5 Survey
I
n October, PCPS rolled out its 
2005 MAP Top 5 survey. PCPS 
polled local and regional CPA 
firms across the country, asking 
them to rank the most important 
practice management challenges fac­
ing them today. PCPS would like to 
offer a warm thank you for everyone's 
participation. Your feedback is essen­
tial for PCPS to continually develop 
and deploy resources that will best 
benefit you and your firm. Final 
results of the survey are expected later 
this year and will be announced here 




o complement the AICPA's 
360 Degrees of Financial 
Literacy program, PCPS 
recently launched “A Primer 
to Financial Literacy,” a free, customiz­
able, turn-key PowerPoint presentation 
that firms can offer to their clients. The 
presentation is designed to make it easy 
for practices to offer their clients' employ­
ees a free 2-hour course on this subject.
The presentation is available in the 
“Resources” section of the PCPS Firm 
Practice Center at www.pcps.aicpa. 
org/. Click “Resources,” then “Financial 
Planning”, then “Personal.”
Since it launched in May 2004, the 
360 Degrees of Financial Literacy pro­
gram has educated hundreds of thou­
sands of Americans on relevant financial 
topics. For more information, please 
visit www.360financialliteracy.org 




CPS has created a PowerPoint 
presentation for CPA firms 
that work with not-for-profit 
clients, as well as for CPAs 
who sit on NFP boards. The tool, 
entitled "Not-for-Profit Board Member 
Orientation: Understanding the
Responsibilities of a Not-for-Profit Board 
Member," shows firms how they can 
approach NFP boards for new business 
pitches or for meetings with existing 
clients. This resource is customizable, 
allowing a firm to add its own name, 
logo and language to highlight its areas 
of expertise. The presentation also edu­
cates CPAs who are NFP board members 
on corporate governance and effective 
board management. “Not-for-Profit 
Board Member Orientation” is available 
free to PCPS members by visiting the 
Firm Practice Center at pcps.aicpa.org/ 
Resources/Not-for-Profit/ or by going 
to www.aicpa.org/pcps and clicking on 
the "Resources" tab. Non-PCPS mem­




dward Knauf (DeJoy, Knauf 
& Blood, LLP) has succeeded 
Steve McEachern as the chair 
of the Technical Issues 
Committee (TIC) to serve a two-year 
term beginning with the 2005-06 com­
mittee year. Knauf has served as a mem­
ber of TIC for the last three years and as 
chair of Zone 1 (the Accounting & 
Financial Reporting Zone) for the last 
year. He possesses outstanding account­
ing and auditing technical skills and also 
holds the AICPA's Accredited in 
Business Valuation (ABV) credential, 
making him an excellent successor to 
McEachern.
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Managing the Risk 
of Management 
Overrides
A tool to help auditors and audit committees to 
address the risk of fraud through management 
overrides of internal control over financial reporting
A
t the AICPA National Conferences on Fraud and 
Litigation Services in Dallas, November 29-30, 
2005, “Managing Risk-Antifraud Programs and 
Controls” was the subject of a session presented by 
Ron Durkin, CPA, CFE, a KPMG partner; and Toby Bishop, 
CPA, CFE, FCA, president and CEO of the Association of 
Certified Fraud Examiners. Durkin, who was chair of the 
AICPA Antifraud Programs and Controls Task Force, intro­
duced the conference participants to a recently published 
AICPA publication, Management Override of Internal Controls: The 
Achilles’ Heel of Fraud Prevention, which was developed by the 
task force “to offer guidance to audit committees in addressing 
the risk of fraud. . . . The guidance is applicable, in various 
degrees, to audit committees of publicly traded companies; 
nonpublic companies; not-for-profit organizations; federal, 
state, and local government entities; and other entities.”
Durkin and Bishop discussed the document in their presenta­
tion, citing its guidance on
• Understanding company reactions to variations from planned 
results
• Facilitating brainstorming to identify fraud risk
• Assessing the “tone at the top”
• Implementing effective whistleblower programs
The publication includes an extensive list of questions audit 
committees can ask to assess the incentives of or pressures on man­
agement, as well as the opportunites management can exploit.
To download Management Override of Internal Control, visit 
www.aicpa.org/audcomtr/spotlight/achilles_heel.htm.
The Private Companies Practice Section, an alliance of the AICPA, represents more than 6,000 local and regional CPA 
firms. The goal of PCPS is to provide member firms with up-to-date information, advocacy, and solutions to challenges 
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